Although Mr. Harriman was thus virtually defeated, he soon had the satisfaction of seeing his contentions vindicated and his predictions fulfilled by the course of events. He had warned the reor-ganizers that their plan would not put the Erie "on a sound and interest-paying basis/9 and his warning was almost immediately justified. In June, 1894, the company defaulted on the very first coupons of the new bonds; in December, it defaulted again, and in a circular issued before the end of the year Drexel, Morgan & Co. were forced to admit that the plan of reorganization had thus far proved to be a failure. In 1895, it was abandoned altogether and a new and very different plan was substituted for it. In the second reorganization most of the objections raised by Mr. Harriman and his associates were recognized and in part met. The new and final plan put the burden of readjustment on bonds and stock jointly, instead of on bonds alone; it lowered fixed charges instead of increasing them, and it procured cash from stockholders instead of from second mortgage bondholders.1
The result of this second conflict with Morgan was to bring Harriman into greater prominence in the field of railroad finance and to give a number of leading bankers a higher opinion of his judgment and
1 Railroad Reorganization, by Stuart Daggett, p. 69.